STATE OF MAI NE Docket No. 98-648
PUBLI C UTI LI TI ES COW SSI ON
January 12, 1999

CONSUVMERS MAI NE WATER COMPANY ORDER APPROVI NG
Request For Approval of STI PULATI ON
Reor gani zati on Due To Merger

Wt h Phil adel phi a Subur ban

Cor poration

VELCH, Chairnman; NUGENT and DI AMOND Conmi Ssi oners

. Summary

In this Order we approve the Stipulation filed on Decenber
23, 1998, on behalf of Consuners Maine Water Conpany (CMAC),
Phi | adel phi a Suburban Corporation (PSC), the Public Advocate and
the Town of Freeport. In addition, we approve the reorganization
of CMAC t hrough the nmerger of CMAC' s parent, Consuners Water
Conmpany (CWC), and PSC on the terns set forth in the Stipul ation.
The ternms of the Stipulation are discussed bel ow.

11. Background

On August 18, 1998, CMAC and PSC filed a joint Application
seeki ng approval under 35-A MR S. A 8 708 of the reorgani zation
of CMAC t hrough the nerger of CAC into Consuners Acquisition
Conpany (Acquisition), a wholly-owned subsidiary of PSC.

Pursuant to the proposed transaction, CMAC w || becone a
subsidiary of PSC. PSC is a Pennsylvania corporation and is the
hol di ng conpany of Phil adel phi a Suburban Water Conpany (PSW, a
Pennsyl vania water utility.

Notice of the Proceedi ng was i ssued on Septenber 18, 1998
and a prehearing conference in this matter was held on October
20, 1998. The Public Advocate, the Gty of Rockland and the
Towns of M IIlinocket, Freeport, Canden and Rockport intervened in
this case. The Joint Applicants filed direct testinony on
Novenber 5, 1998. The Public Advocate and the Conm ssion's
Advi sory Staff (Advisors) issued data requests to which the Joint
Appl i cants responded. The Public Advocate, the Joint Applicants
and the Advisors participated in technical conferences held on
Novenber 12 and Novenber 19, 1998. Those present at the
conferences discussed the issues in the case and the possibility
of reaching a stipulated resolution. Follow ng the Novenber 19,
1998 conference, the parties negotiated the issues in the case.
After a tel ephone conference on Decenber 22, 1998, in which the
Advi sors and all parties except the Town of MIIinocket
participated, CMAC filed a stipulation on behalf of the Joint
Applicants, the Public Advocate and the Town of Freeport. The
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Cty of Rockland and the Town of Rockport also signed the
Stipulation. The Towns of MIIlinocket and Canden did not file
objections to the Stipul ation.

I11. Standard of Review

The proposed nmerger of CMAC and PSC constitutes a
reorgani zati on of CMAC under 35-A MR S.A 8 708(1)(A). Section
708 of Title 35-A requires Conm ssion approval of any
reorgani zation of a public utility. Under that section, the
Comm ssi on nmay approve a reorganization only if the applicant
establishes that the reorganization "is consistent with the

interests of the utility's ratepayers and investors."” 35-A
MR S.A 8 708(1)(A). Section 708 further states that in granting
its approval for a reorganization, the Comm ssion shall inpose

such terns, conditions and requirenents as are necessary to
protect the interests of ratepayers, including, in relevant part,
provi si ons whi ch ensure:

¢ that the utility's ability to attract
capital on reasonable terns, including
t he mai nt enance of a reasonable
capital structure, is not inpaired;

¢ that the ability of the utility to
provi de safe, reasonable and adequate
service is not inpaired;

¢ that the utility's credit is not
i npai red or adversely affected; and

¢ that neither ratepayers nor investors
are adversely affected by the
reor gani zati on.

35-A MR S. A § 708(2)(A).

I n previous cases, we have found that this standard is net
if the rates and service to custoners of the utility will not be
adversely affected by the transacti on. Bangor Hydro-Electric
Company and Stonington and Deer Isle Power Company, Joint
Application to Merge Property, Franchises and Permits and for
Authority to Discontinue Service, Docket No. 87-109, Order
Approving Stipulation and Merger (Nov. 10, 1987) and Greenville,
Millinocket and Skowhegan Water Company, Application for
Authorization to Sell Utility Property to Wanakah Water Company
and to Discontinue Service, Docket No. 92-250, Order Approving
Stipulation (Dec. 15, 1992). In New England Telephone &
Telegraph Company and NYNEX Corporation, Proposed Joint Petition
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for Reorganization Intended to Effect the Merger with Bell
Atlantic Corporation, Docket No. 96-388, Order (Part I11) (Feb. 6,
1998), we interpreted the standard as requiring that the benefits
of the merger outweigh the detrinents of the nerger. W stated
that "to find that the nmerger is consistent with the interest of
ratepayers (i.e. that the benefits equal or outweigh the
detrinents), it is essential that ratepayers realize at |east
sonme portion of the benefits of the nerger.” 1Id. at 9.

In addition, we have established criteria for approving
stipulations. In Consumers Maine Water Company, Proposed General
Rate Increase of Bucksport and Hartland Divisions, Docket No.

96- 739, Order Approving Stipulation (July 3, 1997), we sumari zed
these criteria:

1) whether the parties joining the stipulation represent a
sufficiently broad spectrumof interests that the Conmm ssion
can be sure that there is no appearance or reality of

di senf ranchi senent;

2) whether the process that led to the stipulation was fair
to all parties; and

3) whether the stipulated result is reasonable and is not
contrary to legislative mandate.?

Id. at 2 (citations omtted).

IV. Discussion

The Joint Applicants have testified to a nunber of
prospective benefits of the nerger. CMAC has stated that a
| arger conpany? with greater buying power in many areas wl |
benefit CMAC. Specifically, PSC s greater purchasing power is
expected to generate savings in the costs of chem cals,
electricity, property and liability insurance and enpl oyee
benefits.

In addition to expected savings fromthe nerger, however,
are costs related to the nerger transaction. Mst of the
provisions in the Stipulation relate to these nerger costs, which

I'n addition, we recogni zed that we have an obligation to
ensure that the overall stipulated result is in the public
interest. Id.

2 The PSC has testified that the nerged entity will be the
second | argest investor-owned water utility systemin the
country.
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i ncl ude i nvestnent advisor costs, |egal, accounting and filing
fees and severance and retention expenses. The Stipulation
states the parties’ agreenent that for accounting purposes,
nmerger costs® incurred by CMAC directly or allocated to CMAC may
be recorded as a deferred debit and anortized for a period of no
greater than 10 years beginning with the consummati on of the
merger at a rate of no less than one-tenth of the costs per
year.*

The i ssue of whether CMAC nay use savings in operation and
mai nt enance expenses resulting fromthe nerger to of fset nerger
costs is deferred to a future ratenmaki ng proceedi ng except that a
nunber of limtations are placed on CMAC s ability to use such
savings to offset nmerger costs. These limtations include
provisions that: (1) cap the total amount of the nmerger costs
that will be allocated to CMAC, (2) require CMAC to denonstrate
that the annual test-year savings generated by the nmerger for a
division are at |east equal to the allowable test-year nerger
expense for that division in order for CMAC to recover that
division s share of the allowable nerger expense in the rate
year; (3) require that in any rate case, CMAC will not seek to
recover nore than one-tenth of the merger costs in any test year,
even if for accounting purposes the conpany chooses to anortize
the costs nore rapidly; (4) require that once 100% of CMAC s
al l ocated share of nerger costs have been anortized, no rate
recovery will be sought; (5) preclude adding the deferred nerger
costs to rate base for ratemaki ng purposes and preclude CMAC from
earning a rate of return on those costs, and (6) require that if
CMAC is still anortizing the nerger costs during a rate effective
period, CMAC wil not challenge the "cluster group"” approach to
managenent service fees applied by the Comm ssion in Docket No.
93-145.°

®The Joint Applicants agree that total merger costs will not
exceed $7,702,950 and no nore than $245,000 of the total nerger
costs will be allocated to CMAC.

*CMAC may anortize nore than one-tenth of the nerger costs
in any given year.

®*Under the "cluster group"” nethodol ogy, rate recovery of
managenent fees charged to the various divisions fromthe parent
conpany or CMAC are capped to reflect an average of manageri al
costs for a group of conparable water utilities. Camden and
Rockland, Maine and Wanakah Water Companies, Re: Proposed
Increase in Rates, Docket No. 93-145, Oder (Part I1) at 67-77.
CMWNC stated at a technical conference that the nerger costs would
fall into the same accounts that are subject to the "cluster
group” net hodol ogy for rate recovery of nmanagenent fees and has
testified that the utilization of the nmanagenent fee nethodol ogy
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The Stipulation provides the follow ng additional ratepayer
protections or benefits:

* expected savings in capital costs and possible
savings in reduced cost of capital wll be flowed
t hrough to ratepayers on a division by division basis;

e for a period of three years follow ng consummati on
of the proposed nerger, CMAC will not seek to include
in rates any anount of managenent service fees in
excess of the |evel of managenent service charges
incurred by the CMAC divisions in 1997;

* ratepayers will be held harm ess for negative
consequences to CMAC' s cost of capital, cash flows,
financial indicators and financing costs flowing from
t he nerger; and

e CMAC will remain an active, operating Maine utility,
managed by incunbent | ocal managenent, w |l conti nue
its practice of maintaining separate books and records
by division, and each CMAC division will continue to be
regul ated by the Comm ssion on a stand al one basi s.

The Stipulation states the signatories' agreenment that,
based on the terns and condition presented in the Stipulation,
the reorgani zati on of CMAC t hrough the nmerger of CAC and PSC
shoul d be approved and t he Conm ssion shoul d authorize Viviendi,?®
whi ch currently owns 23% of CWC and 14% of PSC and will, after
the nerger, own approximately 16% of the nerged entity, to
acquire up to 19.9% of the common stock of PSC. ~

will result in no recovery of the nmerger costs as |long as total
managenent costs are greater than the cluster group

®The Joint Applications state that Viviendi, fornerly
Conpagni e Ceneral e des Eaux, is the |largest water conpany in the
world. Viviendi’s headquarters are |located in Paris, France.

“I'n addition, the Stipulation states the signatories’
agreenent that the limted section 708 exenption granted to
Consuners Water Conpany by the Comm ssion in Docket No. 85-29 (as
anended or nodified fromtine to tinme, but subject to the sane
conditions outlined in the original order) is applicable to PSC,
as successor in interest to Consuners Water Conpany, and all of
PSC s subsidiaries or related entities which constitute
affiliated interests of Consunmers M ne Water Conpany. The O der
in Docket No. 85-29 grants an exenption, subject to a nunber of
conditions, to Consunmers Water Conpany fromthe requirenment of
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We find that, based on the ternms set forth in the
Stipulation, the nmerger is consistent with the interests of
rat epayers and shareholders. 1In addition, we find that the
Stipulation is reasonable, represents the views of ratepayers
(through the Public Advocate and sonme of the town intervenors)
and the utility, is in the public interest, and that the process
|l eading to the stipulation provided a fair opportunity for
participation in the negotiation process. Accordingly, we
approve the Stipulation and the reorgani zati on of CMAC t hr ough
the merger of CWC and PSC as di scussed herein and set forth nore
fully in the Stipulation.

Accordi ngly, we
ORDER

1. That the Stipulation filed on Decenber 23, 1998 and attached
hereto as Appendi x A is hereby approved;

2. That the reorgani zati on of Consuners Mii ne Water Conpany

t hough the nerger of Consuners Water Conpany and Phil adel phi a
Subur ban Corporation is hereby approved consistent with the terns
of the Stipul ation;

3. That, to the extent required by 35-A MR S. A § 708,
Viviendi is authorized to acquire up to 19.99% of the conmon
stock of PSC; and
4. That the current managenent services agreenent between
Consuners Mai ne Water Conpany and Consuners Water Conpany nay be
assigned to Consuners Acqui sition Conpany.

Dat ed at Augusta, Maine this 12th day of January, 1999.

BY ORDER OF THE COWM SSI ON

Dennis L. Keschl
Adm nistrative Director

COWMM SSI ONERS VOTI NG FOR: Wl ch
Nugent
D anmond

approval for reorganizations which do not directly involve its
Mai ne water utility subsidiaries.
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NOTI CE OF RI GHTS TO REVI EW OR APPEAL

5 MRS A 8 9061 requires the Public Uilities Comm ssion
to give each party to an adjudicatory proceeding witten notice
of the party's rights to review or appeal of its decision nade at
t he concl usion of the adjudicatory proceeding. The nethods of
revi ew or appeal of PUC decisions at the conclusion of an
adj udi catory proceeding are as foll ows:

1. Reconsi deration of the Comm ssion's Order nay be
request ed under Section 1004 of the Comm ssion's Rul es of
Practice and Procedure (65-407 C MR 110) within 20 days of
the date of the Order by filing a petition with the

Comm ssion stating the grounds upon which reconsideration is
sought.

2. Appeal of a final decision of the Conm ssion nay be
taken to the Law Court by filing, within 30 days of the date
of the Order, a Notice of Appeal wth the Adm nistrative
Director of the Comm ssion, pursuant to 35-A MR S. A § 1320
(1)-(4) and the Maine Rules of Cvil Procedure, Rule 73 et
seq.

3. Addi tional court review of constitutional issues or

i ssues involving the justness or reasonabl eness of rates may
be had by the filing of an appeal with the Law Court,
pursuant to 35-A MR S. A § 1320 (5).

Not e: The attachnent of this Notice to a docunent does not
indicate the Commi ssion's view that the particul ar docunent
may be subject to review or appeal. Simlarly, the failure
of the Comm ssion to attach a copy of this Notice to a
docunent does not indicate the Comm ssion's view that the
docunent is not subject to review or appeal.



